In order to promote public understanding of the impact of regulations on consumers, business, and government, the American Enterprise Institute and the Brookings Institution established the AEI-Brookings Joint Center for Regulatory Studies. The Joint Center's primary purpose is to hold lawmakers and regulators more accountable by providing thoughtful, objective analysis of relevant laws and regulations. Over the past three decades, AEI and Brookings have generated an impressive body of research on regulation. The Joint Center builds on this solid foundation, evaluating the economic impact of laws and regulations and offering constructive suggestions for reforms to enhance productivity and welfare. The views expressed in Joint Center publications are those of the authors and do not necessarily reflect the views of the Joint Center. We offer six recommendations for improving the quality and transparency of regulatory oversight and analysis: three recommendations for the United States and three for Europe. For the US, we suggest that: 1) The Office of Management and Budget (OMB) apply its in-house expertise to evaluate the costs and benefits of regulations; 2) Congress pass a law requiring that all federal regulatory agencies submit annual cost and benefit estimates of major regulations to OMB; and 3) OMB issue a scorecard assessing the overall quality of regulation and ask the agencies to complete a scorecard for each major regulation.
and efficient regulation. Because regulation can have a dramatic impact on both consumer welfare and the overall economy, several countries have developed procedures for assessing its impact. Regulatory oversight and assessment procedures vary both within countries as well as across countries. 2 In this paper, we provide an overview of some mechanisms used for regulatory assessment and oversight in the US and in Europe. Our interest is in developing some general recommendations for improving regulatory oversight in both the US and Europe. We think that our recommendations will be particularly useful for the upcoming Lisbon Agenda. 3 Section I of the paper provides an overview of US oversight mechanisms and assesses a series of government reports on the costs and benefits of federal regulation. Section II provides a summary of the European experience with regulatory oversight and regulatory impact analysis. Some recommendations for reforming the US and European approaches are outlined in Section III. The final section contains conclusions and recommendations.
i. us experience with regulatory oversight
Since 1980, all three branches of American government have shown increased interest in cost-benefit balancing. 4 Our emphasis here is on the actions of the executive branch, which has had a longstanding interest in cost-benefit balancing, an interest that cuts across partisan lines.
In 1971, President Nixon introduced the Quality of Life review process, which required agencies to consider various regulatory alternatives and costs when developing significant regulations. President Carter introduced a similar process with his Regulatory Analysis Review Group, designed to conduct interagency analyses of proposed regulations that were significant. But the decisive step came under President Reagan, with the formal creation of a mechanism for OMB review of major regulations. OMB is the executive branch agency created in 1970 to assist the President in the development and implementation of budget, program, management and regulatory policies. decision-making. 8 Third, President Clinton moved, in a modest but important way, toward including independent agencies within the executive orders. He did so by requiring the participation of the independent agencies within the unified regulatory agenda 9 and also by requiring independent agencies to submit their proposals for inclusion within the annual regulatory plan, allowing the Vice President an opportunity to advise and consult. 10 President George W. Bush decided to use President Clinton's executive order 12,866 for regulatory oversight. The Bush administration has focused on improving regulatory oversight in a number of ways: First, OMB now routinely puts information concerning its regulatory analysis and review process on its web site, making the regulatory process more transparent; second, OMB has introduced 'prompt letters', designed to encourage agencies to explore new areas in which regulation might deliver benefits that exceed costs;
11 third, by trying to improve the underlying science and economics that goes into decisions -OMB issues guidelines to agencies on both information quality and regulatory analysis. 12 Congress has been slower to support efforts to require the balancing of benefits and costs of major regulations. In 1982 the Senate unanimously passed such a law, but it was defeated in the House of Representatives. 13 Two primary environmental statutes that allowed the balancing of benefits and costs prior to the mid-1990s are the Toxic Substances Control Act 14 and the Federal Insecticide, Fungicide, and Rodenticide Act. 15 Recently, Congress has shown greater interest in emphasizing the balancing of benefits and costs. Table 1 reviews regulatory reform initiatives, which could help improve regulation and legislation. Table 1 suggests that Congress now shares the concern of the executive branch that the regulatory system is in need of repair and could benefit from more economic analysis. 16 All reforms highlighted in the table emphasize a 8 Id. 9 Id., at § (4)(b). 10 Ibid. at § 4(c). 11 See Robert Hahn and Cass Sunstein, 'Regulatory Oversight Takes Exciting New Tack', AEIBrookings Joint Center, 2001 . For examples of prompt letters, see OIRA website at http:// www.whitehouse.gov/omb/inforeg/prompt_letter.html. 12 See OMB 2003 Report for guidelines for conducting regulatory analysis and OMB (2003b) for information quality guidelines. 13 Ibid.
14 See 15 USC. § 2605(a) (1994) (describing an allowed balancing of 'risk of injury to health or the environment'). 15 See 7 U.S.C. § 136a (1994) (allowing regulation to prevent unreasonable adverse effects on the environment). 16 See, e.g., Robert Crandall et al., An Agenda for Federal Regulatory Reform (AEI-Brookings Joint Center for Regulatory Studies, 1997), available at http://aei-brookings.org/admin/pdffiles/ agenda_for_reg_reform.pdf (noting that 'recent legislative debates masked a broad consensus among knowledgeable observers on the need for regulatory reform'). trend towards considering the benefits and costs of regulation, although the effectiveness of the provisions remains unclear. Perhaps because of the politicized nature of the debate over regulatory reform, these reform efforts CBO is required to estimate the costs of laws with new mandates in excess of $50 million in any one year on state, local, and tribal governments, and in excess of $100 million in any one year on the private sector. Likewise, an executive branch agency must prepare a cost-benefit analysis of regulations with new mandates in excess of $100 million in any one year on state, local, and tribal governments or the private sector. The agency is required to choose the 'least costly, most cost-effective, or least burdensome alternative', unless the provisions are inconsistent with law or the head of an agency can explain why such an alternative was not adopted.
Small Business Regulatory Enforcement Fairness Act of 1996
An agency must submit each final regulation and the supporting analyses to Congress and the General Accounting Office. Congress has at least sixty calendar days to review major regulations before they can become effective. During that time, Congress can enact a joint resolution of disapproval that, if passed and then signed by the president, would void the regulation. In addition, strengthened judicial review provisions hold agencies more accountable for the impacts of regulations on small entities. Regulatory Accountability Provision of 1996, 1997, and 1998 In separate appropriations legislation in 1996, 1997, and 1998, Congress required the Office of Management and Budget to submit an assessment of the annual benefits and costs of all existing federal regulatory programs to Congress for 1997, 1998, and 2000, respectively. The Office of Management and Budget already must review and approve analyses submitted by agencies estimating the costs and benefits of major proposed regulations. The annual report provisions build on this review process. Pipeline Safety and Partnership Act of 1995
The Secretary of Transportation must issue a pipeline standard 'only upon a reasoned determination that the benefits of the intended standard justify its costs'. Food Quality Protection Act of 1996
This Act eliminates the Delaney Clause for pesticides that set a zero-tolerance standard for carcinogens from residues in processed foods. In setting standards for raw or processed foods, the EPA will now establish a tolerance level to ensure 'a reasonable certainty of no harm' from pesticide residues. For pesticide products that exceed that negligible risk, the EPA may consider the benefits of the pesticide to justify granting a tolerance. Safe Drinking Water Act Amendments of 1996
Under the original act, the maximum contaminant level (MCL) was to be set as close to the maximum contaminant level goal as 'feasible'. Feasible was defined as using the best technology available 'taking costs into consideration.' Under the new act, the EPA administrator 'shall publish a determination as to whether the benefits of the MCL justify, or do not justify, the costs'. Truth in Regulating Act of 1999 Establishes a three-year pilot program under which individual agency Regulatory Impact Analyses are subject to independent evaluation by GAO, upon request by Congress. Biennial Review Provision of the Telecommunications Act of 1996.
Requires Federal Communications Commission: (1) to review biennially its regulations pertaining to telecommunications service providers and broadcast ownership; and (2) to determine whether economic competition has made those regulations no longer necessary in the public interest.
have come about in a piecemeal fashion, and there is some overlap in the requirements for analysis.
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ii. the grand experiment in regulatory reporting
In 1995, Congress passed a law aimed at having the government assess the economic impact of federal regulation. 18 The substantive requirement imposed by this law could have important implications for gaining insight into the workings of the federal regulatory process as well as the impact of federal regulation. 19 For the first time in history, a government agency was asked to produce a report tallying the overall costs and benefits of regulations issued by several different federal agencies. The US Office of Management and Budget (OMB), which has primary responsibility for regulatory oversight, was asked to produce the report. The report addresses several key issues, including the costs and benefits of federal regulation, the impact of federal regulation on local governments, and ways to improve federal regulation.
This legal innovation was important because regulation plays an increasingly important role in the US economy and the world economy. 20 Exactly how large a role regulation plays in the US and world economies is difficult to say, but many scholars believe it has a substantial impact. 21 For example, expenditures on federal health, safety and environmental regulation are estimated to be on the order of $200 billion annually or about 2% of 17 There has been some recent interest in Congress in reducing this overlap by establishing a single congressional agency that would have the responsibility for assessing the government regulation. This agency would be similar to the Congressional Budget Office, but it would have responsibility for regulation. GDP. 22 In its 2002 report to Congress on the costs and benefits of federal regulation, OMB notes that the total costs of major regulations issued between April 1995 and September 2001 are estimated to be between $50 and $53 billion annually. 23 The same report estimates that the benefits range from $48 to $102 billion annually. 24 The report, however, does not provide aggregate best estimates to determine whether the likely sum of benefits of all regulations during this period exceeds the sum of the costs. 25 Earlier OMB reports suggested that the benefits of regulation could be substantial. For example, in its 2000 cost-benefit report, OMB cites an Environmental Protection Agency (EPA) estimate of $96 billion for the benefits of the Clean Air Act. Two years earlier, EPA had estimated the benefits of the Clean Air Act to be between $56 billion and $1.5 trillion.
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Critics of the OMB report felt that the report would be used simply to highlight the costs of regulation and understate the benefits because benefits are sometimes harder to quantify than costs. Proponents of the report saw it as a way of providing greater regulatory transparency and accountability. 27 In particular, supporters of policy analysis and greater regulatory accountability felt that there was a need to provide more systematic and timely information on the overall costs and benefits of federal regulation.
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Before the requirement for a government report on federal regulatory costs and benefits, little work had been done in this area. The work that was done 22 The draft of OMB's 2002 report on the costs and benefits of regulation estimated the aggregate cost of federal health, safety, and environment (social) regulation to be between $181 and $277 billion (2001 dollars). See Tables, Table 8 .5, at 132; In response to regular Congressional mandates, OMB has produced six reports on the costs and benefits of federal regulation. In this paper, we summarize these reports using objective measures. 34 In an appropriations bill, Congress requested each of the five annual reports issued by OMB since 1997. 35 Each year, Congress has asked for the same core components: estimates of the costs and benefits of federal regulation; an assessment of the impact of federal regulation on state and local government; and recommendations for ways to improve federal regulation. 36 The first two laws that directed 29 34 There have been several evaluations of specific reports as well as the process, but no evaluation that takes a careful look at how the reports have evolved over time. 35 Although it did not publish a final report in 1998, OMB has fulfilled Congress' reporting requirement for five of the past six years. OMB issued the first report at the end of 1997, the same year that the report was mandated. OMB issued the second report with Congress' direction in the Treasury and General Government Appropriations Act of 1998 ( § 625, P.L. 105-61). The final report was not published, however, until January of 1999. Subsequent reports were also published one year after the Congressional acts that asked for them were passed. 36 OMB is required by law to publish a draft copy of its yearly report on Costs and Benefits of Federal Regulation, and to solicit comments from the public on its draft report before publishing the final report. OMB is also required to go through a peer-review process before publishing its final report each year. the OMB to produce the cost-benefit report specified that the report should suggest ways to 'reform or eliminate any Federal regulatory program or program element that is inefficient, ineffective, or is not a sound use of the Nation's resources'. 37 Subsequent Congressional mandates were more general and did not explicitly ask OMB to identify regulatory programs when making reform suggestions.
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In scoring the OMB reports, we evaluate OMB's assessment of the information in the regulatory impact analyses (RIAs) 39 that are performed for each major federal regulation by the agency that issues that regulation. Much of the information included in the OMB report comes from different federal agencies. Therefore, the amount and quality of the information on overall costs and benefits that OMB is able to report is directly related to the quality of the analyses submitted by the agencies.
We examined a number of issues related to costs, benefits, net benefits, and recommendations by OMB.
A. Costs and benefits
In scoring the reports, we have noted whether the report met certain criteria related to the reporting of costs and benefits (see Table 2 ).
Executive Order 12,866 requires agencies to assess the costs and benefits of regulations that are economically significant and defines a 'significant regulatory action' as a rule 'that is likely to have an annual effect on the economy of $100 million or more'. There are several points worth noting:
• First, a majority of Regulatory Impact Analyses for new regulations examined in the past five OMB reports quantifies some measure of costs and benefits.
• Second, in the past four reports, benefits are monetized less frequently than costs.
• Third, a small number of regulations quantify neither costs nor benefits.
In 1997, 5 of 21 regulations fell into this category. In 2002, three regulations failed to quantify costs or benefits, compared to two regulations in 2001. Unfortunately, in 1998 and 1999, OMB's reports did not indicate the number of regulations failing to quantify costs and benefits.
• Fourth, the numbers that OMB does provide cannot be easily compared across the different yearly reports. OMB states that 'agencies monetized all the benefit estimates that they were able to quantify in eight cases' and that 'in five cases, agencies provided some of the benefit estimates in 37 See Treasury and General Government Appropriations Act of 1998, ( § 625, P.L. 105-61). 38 A regulatory program is broader than a specific regulation and may include several regulations that have related purposes or are mandated by the same law. An example of a regulatory program is the Superfund program. 39 Regulatory impact analysis and regulatory impact assessment are used interchangeably. monetized and quantified form, but did not monetize other, important components of benefits'. Finally, 'in three cases, agencies provided quantified but not monetized benefit estimates'.
• Fifth, the fraction of new regulations reporting monetized estimates for both some costs and some benefits is below 50% in three of the four years for which information is provided.
A valuable part of OMB's second, third, and fifth yearly reports is a set of tables in which OMB standardizes yearly costs and benefits by agency. OMB monetizes the agencies' quantified estimates when it is able to, and converts the estimates to a standardized dollar year so that comparisons can be made across agencies and years. The 2002 report states that in 'assembling estimates of benefits and costs . . . OIRA has monetized quantitative estimates where the agency has not done so'.
We do not feel the estimates reported by OMB in these tables are either standardized or comprehensive enough to be used in reliably assessing net benefits. While OMB does monetize some benefits that the agencies have only quantified, these tables take agency numbers as given when an agency has provided a monetized estimate, even though different agencies may use different assumptions to monetize costs and benefits. OMB notes that 'to the extent that agencies have adopted different monetized values for effects -for example, different values for a statistical life or different discounting methods -these differences remain embedded in the tables'. Finally, the tables omit any valuation of benefits that the agencies did not quantify. Any cross-year or cross-agency comparison that the tables do allow one to make is still incomplete.
All of the reports address the issue of information collection costs, such as those associated with additional paperwork. In the past three reports, OMB has also provided a table summarizing information collection costs that result from federal regulation. The table breaks down costs imposed by executive and independent agencies. These costs are significant in some cases, but they do not include many critical costs of regulation, such as impacts on a firm's production processes and effects on consumers unrelated to paperwork.
B. Net benefits
For each year, less than half of the new non-transfer regulations would unambiguously pass a cost-benefit test based on quantified estimates of benefits and costs. At the same time, only a small fraction would unambiguously fail a cost-benefit test. By inference, most regulations either do not provide enough information to compare costs and benefits, or there is a large enough range of uncertainty in the agencies' estimates to put the regulations in a gray area, where they neither unambiguously pass nor fail. For example, in OMB's 2002 report we calculate that net benefits were not obviously positive or negative for 23 of 34 new regulations. While it may be sensible to use ranges when estimating costs and benefits to reflect uncertainty, it is difficult to interpret ranges. First, the agencies rarely provide information about their degree of confidence that the actual value of benefits or costs falls within the range. Second, when estimated ranges of costs and benefits produce a net benefit estimate that ranges from negative to positive, it is unclear whether a regulation is likely to pass or fail a cost-benefit test.
The number of regulations passing or failing a cost-benefit test could indicate the effectiveness of the OMB oversight process, although there are clearly other important factors, since the flow of regulations is not random and is determined by forces outside of OMB's control -most notably Congress. The number of regulations unambiguously passing a cost-benefit test does not show any obvious pattern for new regulations over the past five reports.
The reports also consider the issue of aggregate net benefits. Aggregate net benefits can provide useful information on whether a particular set of regulations or programs are enhancing economic welfare at a particular point in time or over a time period. However, as several authors and OMB have pointed out, there can be problems with adding up the benefits and costs of regulation across different studies because of differences in assumptions and baselines. The 2002 report was the first not to include any information on aggregate net benefits of new regulations.
In the past two years, OMB has discontinued the practice of forecasting aggregate net benefits over time. OMB's 1998 and 2000 reports included tables that forecasted the costs and benefits of federal regulations in the years 2005, 2010, and 2015. In both its 1998 and 2000 reports, OMB forecasted and summed future costs for individual regulations in a summary table.
Sometimes, aggregate benefits can be disaggregated to provide more informative estimates. For example, it may not make sense to combine the net benefits of airline deregulation with the net benefits of safety regulation, but it might be reasonable to determine whether EPA's Superfund program's benefits are likely to exceed its costs. Generally, OMB has not provided much useful information on the benefits and costs of specific programs. In the 2002 report, however, it did begin to provide some data on benefits and costs by agency, information that could be useful for comparing net benefits of regulations across agencies.
C. OMB's recommendations for reforms
One of the initial aims of Congress was to have OMB suggest ways to 'reform or eliminate any Federal regulatory program or program element that is inefficient, ineffective, or is not a sound use of the Nation's resources'. OMB has generally been slow to suggest specific reforms. So far, it has not identified any regulatory programs for elimination or improvement. In the 2001 report, however, OMB endorsed specific suggestions from the public about reforming, and in some cases eliminating, individual regulations. In 2002, OMB's report included information on the status of efforts to improve the regulations that were identified as high priority reform opportunities in the 2001 report. OMB has taken further measures to improve federal regulation by encouraging agencies to examine the impact of new, economically significant regulations. The 2002 report states that 'in response to our request for regulatory reform proposals, we received suggestions on 316 unique regulations and guidance documents covering 26 Federal agencies', and that OMB has made the decision to change the way it evaluated reform suggestions from an OMBinitiated process to an agency-initiated process. In September of 2001, OMB introduced the 'prompt letter', which encourages agencies to issue specific regulations whose benefits exceed costs.
D. Overall picture
The picture that emerges from these reports is intriguing. OMB is focusing less on aggregate estimates of the impacts of regulatory activity and more on improving the process and particular regulations. OMB has not used its own in-house expertise to render judgments on the quality of regulatory analysis given to it by the agencies.
OMB is, however, taking greater advantage of suggestions from interested parties to identify regulations that are in need of reform or elimination. It is also actively searching to help identify new regulations whose net benefits are likely to be substantial, and using prompt letters to alert agencies to new regulatory opportunities. Finally, changes in OMB's use of the return letter suggest that OMB may be assessing and making changes to its oversight role. OMB's use of the return letter is authorized in Executive Order 12,866, which states that when OMB denies approval of a regulation that an agency has submitted, it must also send a letter explaining why the regulation was not approved. OMB may send a return letter to explain a problem it has with a draft rule or with a draft analysis of the rule's impact. OMB issued a higher number of return letters in the year preceding its most recent report than it had since 1984 and also instituted the practice of making return letters publicly available on its website.
OMB is also making attempts to improve the quality of regulatory analysis and to make the regulatory process more transparent. In its 2000 Report, OMB published guidance to agencies on how to conduct Regulatory Impact Analyses. OMB announced in its 2002 draft report that it was soliciting comments on what should be considered in updating the guidance that was published in the 2000 report. This year's final report lists 5 topics that OMB intends to consider in developing updated guidance to agencies.
Since the most recent report to Congress, OMB has involved all of the executive agencies in significant actions to improve the quality of information disseminated by Federal agencies. A 2001 Appropriations Bill directed OMB to issue government-wide guidelines that would improve the quality, objectivity, utility and integrity of Federal agencies' information. OMB issued final information quality guidelines to all agencies in September 2001. In these guidelines, OMB directed all agencies to issue their own agency-specific guidelines that described how the agency would: comply with OMB's information quality standards; ensure the correction of information that did not comply with the guidelines; and report to the OMB director on complaints received about information quality. In an October 4, 2002 memo, the OIRA administrator reported that OMB had completed a review of the different agency-specific guidelines, and that '[OMB's] implementation of the Information Quality Law represents the first time that the Executive Branch has developed a government-wide set of information quality guidelines, including agency-specific guidelines tailored to each agency's unique programs and information'.
OMB has recognized that the Internet is a valuable way of making regulation transparent. OMB has made more information available to the public by publishing prompt letters, return letters, memos, and press releases on its own website. There is some indication that OMB's efforts to facilitate public involvement in the regulatory process are working: OMB received 1,700 comments on 267 regulations and 49 guidance documents in response to its most recent request for reform suggestions. OMB has also directed agencies to use the Internet to make more information available to the public: 'Agencies should use their websites to keep the public informed about information on a timely basis. Specifically, each agency or office should establish an information quality site on its website'. 40 In addition, OMB's willingness to work with agencies to make Regulatory Impact Analyses more available on the Internet is highly commendable. This online collaboration will make the regulatory process more transparent and hold lawmakers more accountable.
iii. european experience
Regulatory impact assessment is necessary to help the EU improve its overall level of economic, social, and environmental well-being. 41 Regulatory impact assessment can take many forms, including benefit-cost analysis and costeffectiveness analysis. 42 In order to measure the impact of a regulation, the impact assessment should contain some basic features, such as quantified benefits, quantified costs, and alternatives to the regulation. Adequate oversight institutions should establish criteria for a high quality impact assessment, ensure that impact assessments meet those criteria, return regulations when they the benefits do not outweigh the costs, and promote regulations that are likely to have benefits that exceed costs. Although the quality of assessment and oversight is higher in some European member states than 40 ' The size of net benefits, the absolute difference between total benefits and total costs, is the key to determining whether one policy is more efficient than another.' See OMB 2003 Report, at 5516. Benefit-cost analysis says something directly about the economic efficiency of a policy. Costeffectiveness analysis typically takes the goal of a policy as given, and provides information that will help achieve that goal at the lowest social cost.
others, the overall quality throughout Europe is generally poor. 43 In this section, we describe the state of impact assessment and oversight in Europe and identify specific areas for improvement.
A. Structure of oversight
The member states and the EU have adopted different oversight mechanisms for quality control and monitoring of the regulatory impact assessment process. One possible reason is that the different member states and their respective Directorates Generals do not share a single regulatory culture with each other or with the European Commission. 44 Some states, such as the UK, Denmark, and Belgium, have centralized oversight. A central unit directs the actions of agencies or line ministries, works to prevent the implementation of inefficient regulations, and provides guidance to agencies on regulatory impact assessment. 45 Others, such as Germany, Norway, Sweden, and the Netherlands have fragmented oversight in which a coordinating unit fosters communication among relatively autonomous agencies and is typically concerned with the effects of regulation on business. 46 These oversight institutions, particularly the central units, are well situated to evaluate the quality of impact assessment. Therefore, the type of oversight mechanism can influence the technical quality of the RIA. Many European countries that lack a central unit responsible for quality control and monitoring perform inadequate 43 However, it is important to keep in mind that the uses of regulatory impact assessment (RIA) in Europe differ from those in the US. Table 3 characterizes regulatory oversight and assessment for six EU countries, the United States, Canada, New Zealand, and Australia. 50 Another is that the EU has lacked a central focal point for impact assessment, but this has begun to change as overall coordination of the RIA process improved dramatically since 2002.
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Benefits are quantified less frequently in the EU and its member states than in the US at the federal level for at least three reasons. First, unlike the US regulatory oversight agency, the unit that oversees the regulatory process is usually a coordination unit that lacks the authority to review regulations and analyses. 52 The Ministry of Economic Affairs in the Netherlands, for instance, coordinates with other agencies to produce impact assessments. 53 Second, impact assessments in the EU are frequently used as forms of negotiation, which are subject to interest group capture, rather than as tools for direct decision-making. 54 Third, benefits may often be assumed to exist and not questioned at all.
There are substantial differences in the requirements for regulatory analysis across member states. While many states do not have centralized oversight, they do have some requirements for regulatory analysis.
55 Table 4 provides an overview of regulatory reform efforts in nine EU member states and six non-EU member states. 53 In addition, it has an independent unit, know as ACTAL, which performs independent analyses and monitors the quality of RIAs. See ACTAL website, available at http://www.actal.nl. ACTAL focuses on measures of cost-effectiveness and alternatives that can achieve the same goal as a regulation, but at a lower cost. 54 The notion that RIAs serve as the primary basis for regulatory decisions in the US is generally not true. Except for the UK, none of the EU member states in Table 4 required benefit-cost analysis. However, some EU member states, such as Finland, Germany, the Netherlands, Norway, Portugal, and Sweden institutionalized regulatory reviews.
The UK has been particularly active. The UK has created a centralized Regulatory Impact Unit that monitors the quality of benefit-cost analyses. The RIAs produced by the UK are relatively extensive and quantify costs and benefits more than most, if not all, of the other EU member states. The audit evaluation performed by the Regulatory Impact Unit primarily entails scoring 57 The National Audit Office within the Regulatory Impact Unit evaluates and scores many of the regulatory impact assessments. See, e. RIAs along several dimensions. 58 The UK also has an independent group, called the Better Regulation Task Force, which monitors the quality of RIAs.
The quality of impact assessment can depend on reporting mechanisms that increase accountability. One recent study attempts to compare attempts to assure quality across member states. Table 5 , adapted from Radaelli (2004), provides four measures related to quality control for nine member states and the EU.
The measures are central oversight for quality control and monitoring, annual reports on RIAs, public availability of RIA results, and public debate on the quality of RIA process. Table 5 shows that compared with the United States and Canada, which satisfy all four criteria, the EU member states perform poorly. 59 For example, France, Germany, and the EU itself satisfy only one criterion, and the Netherlands does not meet any. 60 In contrast, the United States and Canada pass on all four criteria. The European Commission RIAs along several criteria, such as whether an RIA estimated costs or benefits, whether the RIA process started early enough, and whether consultation was effective. See Danish International Study for a discussion of RIA implementation in various EU member states. In the UK, regulatory impact assessments have been mandatory since 1998 when introducing most new laws. The objective of RIAs in the UK is to obtain a quality improvement in new laws and to encourage public debate on the new legislation. The RIA has to be prepared as early in the regulatory process as possible. See Danish International Study, at 198-99 for a more extensive discussion of RIA implementation in the UK. 58 The National Audit Office maintains that auditing and evaluation of RIAs are necessary. Even if an audit evaluation is required, however, there is no guarantee that RIAs will be of high quality, but such audits can be helpful in pointing out obvious deficiencies in RIAs. See . 59 The UK and Austria, which pass on three of the four measures, are exceptions. 60 Although the Netherlands performs poorly on regulatory accountability, the Netherlands is making progress on regulatory impact assessment. For example, an independent task force, known as ACTAL, routinely performs cost-effectiveness analyses and examines alternatives to regulation. See above n 51. 
does not publish an annual report that consolidates the costs and benefits of regulation or evaluates regulatory impact assessments. 61 Of the EU member states, Denmark produces annual reports on the costs of regulation to business, with no treatment of benefits; France, Germany, and the Netherlands do not have annual reports.
Since the 1980s, there have been many initiatives to improve regulatory quality at the EU level. A declaration annexed to the Maastricht Treaty required the European Commission to account for costs and benefits in its legislative proposals. 62 Since 1997 the EU, and its member states, have taken measures to implement regulatory impact analyses and issue guidelines for conducting them. 63 The Regulatory Policy Guidelines of 1996, issued by the President of the European Commission, seek to ensure that all legislation proposed by the Commission is subject to assessment. 64 In 2002, the European Commission began to oversee the development of regulatory analyses. 65 In March 2000, the European Council included a 'Better Regulation' resolution in its Lisbon Conclusions, which stated that better regulation will play an important role in achieving the EU's goal of becoming the 'most competitive and dynamic knowledge-based economy in the world'. 66 And at the end of 2000, the Member States set up a high-level body, the Mandelkern Group, to identify ways in which regulatory quality of new and existing EU legislation might be improved. 67 The mid-term review of the Lisbon Agenda in 2005 is likely to raise this issue again.
The EU has begun to conduct more regulatory impact assessments. 
Counting Regulatory Benefits and Costs 493
Several scholars and practitioners have analyzed the quality of regulatory oversight in Europe. Table 6 provides a scorecard measuring the quality of the European Commission's early RIAs.
68 Table 6 indicates that benefits were quantified and monetized in only half the cases, that costs were monetized and quantified more frequently than benefits, that all of the RIAs had positive net benefits, that none were rejected, and that half were redesigned. The fact that half were redesigned suggests, but does not prove, that RIAs may have had an impact. The fact that all passed a benefitcost test suggests that the analyses may have been flawed, or that there is a very good pre-screening process. Interestingly, a large number of federal regulations also appear to pass a benefit-cost test in the US recently. One possible explanation, at least in the US, is that many regulations may pass a benefit-cost test; however, there may be parts of regulations that do not that are packaged with parts that do. Furthermore, even if a regulation passes a benefit-cost test, there may still be room for substantially improving the regulation.
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The picture that emerges from this brief overview is that centralized regulatory oversight in the EU is in its infancy. 70 The institutional mechanisms are not yet in place to assure a high level of quality. There is some recognition that there is a need to move in the direction of improving RIAs. that Europe has made some progress in improving regulatory analysis and oversight, but can do much more. Because we are interested in offering recommendations for both the US and the EU, it is instructive to try to characterize the regulatory oversight problem at a general level. One problem arises in implementing sensible regulations at the state level. A state needs to decide whether to have a regulatory oversight authority, and if so, what its mission and structure should be. In general, such oversight authorities in the US have met with mixed success. 71 The record at the member state level is mixed as well. In general, there appears to be less emphasis on attempts to quantify benefits and costs than there are in the US at the federal level.
A second problem arises in implementing sensible federal regulations. The federal government needs to decide whether it wants a regulatory oversight authority and what its mission should be. As noted earlier, in response to growing concerns about the economic impact of regulation, the US government decided to develop a regulatory oversight capability within the Office of Management and Budget.
Europeans are now confronted with a similar set of issues, but face a different political environment. As explained to us, the institutions in the EU at the member state level are only now beginning to emerge. There is great concern about sovereignty issues, and there is great concern about designing institutions that are somewhat insulated from interest group pressures. At the same time, there appears to be concerns about a growing number of regulations that could emerge from Brussels that the states will be asked to implement.
In an ideal world, it probably makes sense to have a centralized oversight unit to assess new regulations and regulatory proposals at the member state level. 72 Arguments can be made based on scale economies. The regulations frequently have more far-reaching impacts than state regulations, and there may be gains to having that expertise in one place that could share information with individual states.
Such an oversight agency should, in our opinion, be committed to promoting economic efficiency, 73 and it should be insulated from political 71 See, e. pressures. 74 Again, in an ideal world, such an agency would build on the established expertise of existing agencies that do competent regulatory analyses. We recognize that both the US and the EU fall short of this ideal, but for different reasons.
iv. recommendations for reform
We offer six recommendations for improving the quality and transparency of regulatory oversight and analysis: three recommendations for the United States and three for Europe. Our recommendations for the United States involve improving specific aspects of regulatory oversight, while our recommendations for Europe involve establishing institutions for oversight.
A. Recommendations for the United States

Recommendation 1: OMB should apply its in-house expertise to evaluate and standardize the costs and benefits of regulations
The major advantage that OMB analysts have over academics is that they are more familiar with the details of particular regulations and regulatory analyses. Therefore, OMB should evaluate agency estimates of the costs and benefits of regulations 75 and include an assessment of viable alternatives to those regulations. OMB should indicate agency assumptions it does not endorse for particular impact analyses and state its preferred assumptions. For example, OMB may not agree with the range of benefits and costs that the agency used in a rule analysis, or perhaps the agency did not describe health-health tradeoffs where it could have. 76 OMB should also standardize agency estimates of costs and benefits. 77 Assumptions for the value of a statistical life, the discount rate, base year and pollution values often differ by 74 It is important to recognize, however, that impact assessment is a tool to improve political decision making and not a substitute for it. Indeed, regulatory impact assessments can help curb some of the interest group pressures that result in irrational decisions. Report, at 6 ('Any comparison or aggregation across regulations should also consider a number of factors that our presentation does not address. To the extent that agencies have adopted different methodologies -for example, different monetized values for effects, different baselines in terms of the regulations and controls already in place, different treatments of uncertainty -these differences remain embedded in Tables 1-3.') agency and rule. OMB should attempt to standardize values in order to facilitate comparison across regulations and agencies. 78 Otherwise, we cannot meaningfully compare or aggregate across regulations.
Recommendation 2: Congress should pass a law requiring that all federal regulatory agencies comply with its guidelines and submit annual cost and benefit estimates of major regulations and selected antitrust activities to OMB 79
There are three sets of guidelines issued by OMB for the agencies doing the analyses of the regulations. 80 Unless the President decides that a regulation addresses an emergency, Congress should require that the proposed regulations not move forward if the agencies' Regulatory Impact Analyses fail to meet the guidelines. OMB's guidelines provide a set of principles for improving regulatory analysis and making the regulatory process more transparent. They should be required for all economically significant regulations from both executive and independent agencies.
Congress should also require that independent agencies estimate benefits and costs in the same format that executive agencies estimate them and provide them to OMB. 81 Independent agencies, such as the Securities and Exchange Commission (SEC) and the Federal Communications Commission (FCC) recently issued significant regulations that could have benefited from benefit-cost analyses. 
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Finally, Congress should require that the Federal Trade Commission (FTC) and the Department of Justice (DOJ) provide OMB with annual cost and benefit estimates of selected antitrust activities where available.
83 OMB should then summarize this data in its regulatory report. By requiring agencies to submit annual cost and benefit estimates to OMB, Congress can help improve agency discipline in documenting information from antitrust investigations. Congress should give the agencies some leeway in the actions they analyze -particularly because of the difficulties in doing such analysis. 84 Nonetheless, it should suggest that the FTC and DOJ focus on evaluating the impact of major antitrust decisions, including decisions not to block particular mergers.
85
Recommendation 3: OMB should issue a scorecard assessing the quality of regulations and regulatory analyses in the aggregate and ask the agencies to complete a scorecard for each major regulation Table 7 provides an example of a regulatory scorecard that addresses a regulation's overall impacts, costs and benefits, and alternatives. 86 Each agency should complete this type of scorecard for each regulation and submit it to OMB.
We encourage OMB to issue scorecards for two reasons. First, a standardized evaluation will help the public to compare regulatory analyses. Second, a scorecard should give agencies an incentive to conduct higher quality regulatory analyses. OMB must hold the agencies more accountable for the quality of their regulatory analyses.
For example, this past year, of the fourteen final major regulations adopted, eight did not have quantified and monetized estimates of both benefits and costs.
87 This is problematic. It is difficult to determine the aggregate net benefits of regulation if more than half of the rule analyses do not provide benefits or costs. We propose that OMB request the agencies to score their own regulatory analyses on a few simple criteria: whether the agency monetized Commission Proposed Rule on Security Holder Director Nominations, Washington DC: AEI-Brookings Joint Center (2003) for an analysis of a proposed SEC rule governing the inclusion of nominees of significant shareholders in company proxy voting materials. 83 We recognize the challenges in doing retrospective economic analyses for non-merger activities.
However, retrospective analyses of mergers are often more easily done. 84 It can sometimes take years to gather the data to do a good study on the likely impacts of a merger. 85 Many retrospective analyses address the outcome of agency inaction (i.e. mergers that the agencies did not block, but might have been close to the enforcement threshold Give a brief description of who will benefit. IV. ALTERNATIVES TO THE REGULATION List and briefly describe the alternatives to the rule that were considered and why they were rejected, including a summary of costs and benefits of those alternatives. If no alternatives were considered, explain why not.
or quantified costs and benefits, used the discount rates prescribed by OMB, and considered alternatives. 88 OMB should summarize the results from the scorecards in its report.
B. Recommendations for Europe
Recommendation 1: The European Union should implement a policy specifying that the primary objective of regulation is to maximize net benefits 89 One of the key requirements of Executive Order 12,866 is that benefits justify costs. 90 The EU should issue a similar directive. We would prefer language suggesting that net benefits be maximized to the extent permissible by law. We recognize that such a statement is not sufficient for improving regulation, but it is a very good starting point. A harder problem, not addressed here, is the need to develop a regulatory culture that accepts net benefit maximization.
The requirement that net benefits be maximized requires that some kind of benefit-cost analyses be done, at least for major regulations. Cost-effectiveness analysis will not be sufficient in most cases, because it does not provide explicit guidance on the selection of a particular goal or target. Instead it provides an approach for achieving a given objective at the lowest social cost.
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While we endorse net benefit maximization as an objective, we hasten to add that a decision-maker may want to consider other factors in a decision. For example, if a proposed regulation were to result in major inequities, then the distributional aspects of a regulation should also be considered. 92 In addition, a decision-maker will want to make sure that quantitative factors do . 89 We recognize that this recommendation may be difficult to implement due to fears that the sovereignty of member states would be violated. 90 Executive Order 12,866, §1 (b) 6 states that 'each agency shall assess both the costs and the benefits of the intended regulation and, recognizing that some costs and benefits are difficult to quantify, propose or adopt a regulation only upon a reasoned determination that the benefits of the intended regulation justify its costs.' Executive Order 12291, §2 (b) states that 'regulatory action shall not be undertaken unless the potential benefits to society for the regulation outweigh the potential costs to society.' 91 See Arrow et al., Benefit-Cost Principles, at 6 ('Economic analysis can be useful in designing regulatory strategies that achieve a desired goal at the lowest possible cost.') 92 See Arrow et al., Benefit-Cost Principles, at 8 ('While benefit-cost analysis should focus primarily on the overall relationship between benefits and costs, a good benefit-cost analysis will identify important distributional consequences of a policy . . . Usually, it is better to address concerns about local economic spillover effects of regulation by using tax and transfer policies rather than regulatory policies.') The reason we think maximization of net benefits should be a primary objective of policy is because it will encourage regulators to focus on policies that could improve economic welfare. Although this criterion is not perfect (indeed, no criterion is), it is a good starting point. Furthermore, it could help regulators avoid passing regulations that are not based on sound science, or that benefit special interests at the expense of the public. 94 We recognize that implementing this recommendation is a big step for the EU. There are many who favor some version of the precautionary principle. In general, we do not endorse the precautionary principle for decision-making for three reasons. First, there is not a single, widely accepted version of the principle. 95 The EU has not clarified which version to use for regulatory decision-making. Instead, it has only provided ambiguous guidance, suggesting that the precautionary principle should be considered within a framework of risk analysis. 96 Stewart identifies four different categories of the precautionary principle, ranging from weak to strong. 97 And Sandin counts no fewer than 19 formulations of the precautionary principle. 98 Second, some applications of the principle can lead to undesirable, or even, perverse results. 99 For example, a regulation banning genetically modified food might increase malnutrition, resulting in several deaths. The precaution taken against risks associated with genetically modified foods could cause even more significant health risks. 100 This approach could paralyze decisionmaking because it implies taking precautions against both regulating and failing to regulate. A precautionary approach to analyzing costs and benefits of climate change could imply a $100 tax per ton of carbon emitted, or paralyze policymaking due to a desire to take precautions against both the risks of carbon and the risks of the carbon tax itself. 101 Third, some versions of the precautionary principle often fail to provide a clear guide for policy analysis. At the most basic level, it is not logically possible to exercise extra precaution in all endeavors if one has a fixed budget constraint, so one has to choose where to exercise more or less precaution. The precautionary principle, in many of its versions, does not provide much help on this important issue. 102 The 1998 Rio definition of the precautionary principle was a modest formulation that covered only those threats that are 'serious or irreversible'. The Wingspread version was more aggressive and covered all 'threats' of harm. Neither of these statements provides guidance on how much to regulate given fixed resources.
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Although we think the so-called precautionary principle has some clear defects, we also believe that valuable aspects of versions of the precautionary principle can be embedded within a utilitarian framework, and thus be used in a standard benefit-cost analysis. For example, problems characterized by 100 See Cass Sunstein, Risk and Reason, at 104 ('A failure to allow genetic modification might well result in many deaths, and a small probability of many more. Hence the precautionary principle seems to argue both for and against banning genetic modification of food.') See also John irreversibilities -such as the persistence of certain chemicals in the atmosphere that deplete the ozone layer -can be modeled using standard techniques in benefit-cost analysis.
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While we would expect some groups to oppose our recommendation, there are forces within the European Union that may make benefit-cost analysis more palatable. These include the growing regulatory burden that results from inflexible regulation in labor and product markets and the fiscal discipline that may be imposed by the adoption of the euro. Even if adoption of a principle of maximizing net benefits were not feasible at this point, it would still be desirable to do cost-effectiveness analysis.
105 If the US experience is any guide, it appears that cost-effectiveness analysis can be quite helpful in improving the design of specific regulations. 106 A centralized oversight unit can help improve the quality of regulatory impact analyses. We would go further and emphasize that this central unit must be independent of regulatory agencies that are charged with implementing the regulations, and it should have some real decision-making authority. In the best of all possible circumstances, we think this unit should have a status similar to the agencies it will have to discipline. member states. 108 The unit should review all major regulations implemented at the EU level and have the ability to accept, reject, or improve upon them. For example, if a regulation has net costs, the central unit should have the authority to reject the regulation or ask the regulatory agency to revise it. After reviewing regulations, the central unit should publish its findings and make them available on the Internet.
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It is important to keep in mind that this central structure may face political resistance from member states because they may have different regulatory objectives.
110 Therefore, a centralized EU oversight unit should apply only for regulatory proposals at the EU level, and should not interfere with regulations passed by member states. The member states should have their own centralized oversight units that monitor the effectiveness of their regulations.
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Different member states, for example, use RIAs for different purposes. Radaelli suggests that in the United Kingdom, the RIA was used as a solution to the problem of 'rolling the state back', and in Germany, it is an instrument geared towards the general aim of simplification.
112 While the EU should defer to states on state-based regulation, it could play a similar role to the US oversight unit in terms of defining guidelines for good economic analysis, risk assessment, and data quality that the states could choose to use.
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In addition, we think it would be useful for the central unit to do an annual report on the benefits and costs of EU regulation that is similar to the OMB annual report, but targeted to the EU. This report should focus on summarizing and evaluating recent regulations in the EU.
Finally, the unit must be adequately funded in order to provide training to EU regulators and better information to members of the European Parliament. If funding is a significant constraint, then the responsibilities of the agency should be pared back accordingly. We think the most important task the agency needs to accomplish is to provide a high-quality review for major regulations.
This model of regulatory oversight assumes that the analysis itself is done or overseen by the implementing agency. This means that the implementing agency will need a strong capability in policy analysis, economics, and other disciplines where appropriate. Ideally, the regulatory analysis done by the implementing agency should be done by an independent unit within the implementing agency.
We recognize that the expertise may not reside in such agencies now. There are several options. One possibility is for the centralized oversight authority to be given a budget that allows it to commission studies of regulations from experts. These experts could reside in consulting firms, think tanks, or universities, for example. 114 It would be the job of the regulatory oversight agency to review these analyses and ensure their quality. 115 An alternative model would be for the centralized unit to do the analysis itself, and not serve as a reviewer of other analyses. We think that such a model is worth considering both in the EU and the US. It would require greater resources for the centralized oversight unit. Moreover, the agency would no longer serve an oversight role, per se, but rather one of providing unbiased economic analysis of regulatory proposals.
There are numerous issues that would need to be addressed in designing such an agency. These include avoiding capture, political placement, and design. These issues, by and large, are beyond the scope of this paper. We simply wish to point out there is a need for an effective federal oversight mechanism, in our view, if federal regulations are expected to have a significant impact on the member states' economies.
Recommendation 3: The EU, as well as each member state, should create a structure that is balanced, which promotes efficient regulation and discourages inefficient or ineffective regulation 116 The EU and member states should create centralized structures that are neither pro-regulatory nor anti-regulatory and that attempt to quantify all 114 In the US, some think tanks, such as the AEI-Brookings Joint Center, do analyses that inform the regulatory debate. These analyses serve to complement the government's analysis of its own regulations, and, on occasion, give rise to the consideration of options that the regulators may have missed or did not analyze well. 115 Perceptions also matter here. One would not, for example, want to give an analysis of an automobile industry regulation to the automobile industry. At the same time, one would almost certainly want to rely on data from the automobile industry in analyzing the proposed regulation. 116 The purpose of the prompt letter is to suggest an issue that OMB believes is worthy of agency priority.
Rather than being sent in response to the agency's submission of a draft rule for OIRA review, a 'prompt' letter is sent on OMB's initiative and contains a suggestion for how the agency could improve its benefits and costs of relevant regulations. Because some EU states focus exclusively on costs in their RIAs, they may be seen as anti-regulatory. 117 While benefits may be more difficult to quantify in some instances, economically efficient policies cannot be identified without considering both costs and benefits. The EU's central oversight structure, as well as those of the member states, should have transparent procedures for returning or rejecting regulatory proposals. The EU has taken some initial steps in this direction. The Dutch Presidency of the EU, for example, has asked Member States to indicate a number of policy areas that have proven to be inefficiently regulated at the state level. The Presidency's goal is to gather the information, filter it, and finally produce a list of regulations for which new impact assessments and simplification should be a priority. The list should be submitted to the Council of Ministers and European Commission late in October. 118 The EU should also specify the reasons a proposed regulation is returned, and the kinds of analysis that may be needed to either improve the regulation or provide a sound economic basis for the regulation. When a regulation is rejected, the reasons should be clearly stated. 119 As noted above, OMB initiated a procedure for encouraging regulations to be implemented in certain areas through the use of prompt letters. A centralized regulatory oversight agency in the EU and in each member state should consider using this mechanism as well. It has the advantage that it shows the oversight agency is interested in regulations that can improve economic efficiency.
One final mechanism the oversight agency can use for improving regulations is to solicit suggestions from the public for improving regulation that are based on sound economics and science. These could include suggestions for adding, eliminating or reforming regulations. Reporting on recommendations from interested parties helps avoid some difficult political issues associated with having the oversight agency make specific recommendations for reform. We suspect this is why the US regulatory oversight authorities may have adopted this approach.
conclusion
Several countries are showing greater interest in introducing new approaches that will allow them to improve their assessment of regulatory activity.
120 This paper explores regulatory oversight in the United States and Europe and provides recommendations for both places. Six US government reports on the costs and benefits of regulation now have been completed. We offered a critical evaluation of these reports using an approach that scores the reports on various dimensions.
On the positive side, each report provides useful information on the costs and benefits of regulation and the regulatory process. In addition, the reports show how the regulatory oversight function in the US has changed in a relatively short period of time.
On the negative side, there are clear limits to how far an agency like OMB can go in providing an objective critique of sister agencies. One of the telling findings of our analysis is that OMB has taken its sister agencies' analyses of regulations as the basic point of departure for providing information in all of its reports, although OMB has also used its annual report as a place to discuss shortcomings in agencies' analyses. 121 With well-known defects in many of these analyses, we think the degree to which OMB treats agency numbers as reliable is problematic.
The basic problem that an agency like OMB faces in reporting on regulatory policy and developing more effective regulatory policy is that it operates in an intensely political environment. Some of the recent innovations by OMB, such as prompt letters, represent useful ways of addressing the politics and the economics of improving regulation. In that regard, we think that OMB's move to organize agencies to work on information quality guidelines was a good one. 122 A key insight for those interested in political economy is that strategic use of the administrative process can result in policies that would generally be viewed as enhancing efficiency and transparency. Our recommendations for both the European Union and the US are offered in that spirit. We suggest that the EU embrace a model with strong centralized regulatory oversight. We also believe that the model should promote transparency and accountability and be grounded in economics, and build on some of the successes of the US model. We are under no illusions that making the changes we recommend in Europe will be easy. But we think the potential returns to imposing economic discipline on the current regulatory process in the EU and member states could be significant.
Our recommendations for the United States are essentially to broaden the scope of regulatory review and do a better job of providing an honest assessment of the quality of regulations. We think the efforts that the US has made on establishing guidelines are laudable, but only if the guidelines are actually followed by the agencies.
Regulatory oversight in a democratic system is likely to continue to be a challenge for the foreseeable future. Regulation is frequently the domain of special interests, who have a lot to gain from shaping the outcome. In contrast, most consumers and voters do not have an appreciation of this frequently arcane system because it is not in their interest to do so. We believe a good oversight system should attempt to serve as a voice for consumers and citizens, and help to mute the voices of special interests where they do not enhance general economic well-being.
